— Economic Trends 
and Their 
mplications for the 


"United States 


4 
> 
* hares or” 


Prepared by the U.S. Foreign Service, U.S. Department of State, and released by the U.S. Department of Commerce, 
Domestic and International Business Administration, Bureau of International Commerce 


FET— 75-041 
MAY 1975 


Frequency: Semiannual American Embassy 
Supersedes: ET 74-114 ISLAMABAD 


PAKISTAN 


TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 


SUMMARY 


CURRENT ECONOMIC SITUATION AND TRENDS 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151 





=2- 
KEY BCONOMIC INDICATORS 


Official Exchange Rates 
All values in millions US$ Current Rs.9.90 = $1,00 


unless otherwise indicated. Prior to Feb,15, 1973 Rs.11,00=$1.00 


ITEMS 1972-73 1973-74 1974-75 % Change C/B or Rate of Growth 
same portion B B/A 
INCOME/PRODUCTION 
GNP at constant (1959-60) 3,553 3,779 4,041 
Prices /1 Rs.35,178 Rs.37,320 Rs.40,007/2 + 7.2 

Indices of Industrial 169,0 186.6 151, 5* + 3.4 
Production(Manufacturing) 

(1964-65=100) /1 


MONEY AND PRICES (2/28/75) 
Monetary Assets /3 3,368 3,515 3,582 
Rs.32,75@ Rs.34.803 Rs.35,464 


Interest Rate /3 (6/29/73) (6/28/74) (3/14/75) 
(Central Bank)% * ~ 9 


General Combined Consumer 


Price Index Numbers (July-Dec) 
(1969-70=100) /1 198.5 


General Indices of 
Wholesale Prices 
(1959-6-—10@) fi 


BALANCE OF PAYMENTS 
and TRADE 


Gold and Foreign (6/29/73) (6/28/74) (2/28/75) 
Exchange Reserves /4 436.9 337.3 370.6 
spRs /4 31.1 30.0 24,0 
Balance of Payments 
Surplus/(Deficit) /4 148.7 (142.7)/1 - 


Balance of Trade /1 ( July-Dec) 


Exports (FOB) 817 1,026 5138 
Rs.8,551 Rs.10,161 Rs.5,084 


Imports 797 1,371 897 
(CIF) Rs.8,398 Rs.13,570 Rs.8,876 


Exports to US 33 55 22 
(FOB) Rs.349 Rs, 541 Rs.214 


Imports from US 199 349 175 
(CIF) Rs.2,096 Rs.3,452 Rs.1,728 


*Provisional NOTE: All years are fiscal July 1 thru June 30, 


Sources: A. Pakistan's Annual Economic Surveys, Central Statistical Office Monthly 
Bulletins and Unpublished Data. 
/2. Estimate of Planning Commission. 
73. State Bank of Pakistan Monthly Bulletin, Weekly Statements and 
Unpublished Data, 
/4. State Bank of Pakistan Balance of Payment's publications, 





SUMMARY 


The slow process of restoring normal relations between India and Pakistan 
continued to progress with the signing of a trade agreement between the 

two countries, On the other hand, already strained relations between 
Pakistan and Afghanistan worsened and the prospects of an early resumption 
of air service between the two countries do not appear to be good. As the 
United States ended its almost ten year ban on the sale.of.arms to Pakistan 
and India, Pakistan can now be expected to make modest/purchases from the 
United States, 


Economic assistance to Pakistan continues at a substantial rate from oil 
producing Near Eastern states, International agencies and the Pakistan Con- 
sortium, of which the United States is a member. 


The annual rate of inflation has slowed from about 25 percent to 20 percent, 
There is little new investment by the private domestic sector but foreign 
investment in both the private and public sectors shows promise of increas- 
ing substantially. 


Real per capita income remained constant last year and should show little 
change this year, partly because of a large net population growth rate, 
Though less than desirable, such an economic performance is relatively 
good during an international recession and indicates that the economy may 
register significant growth when international economic conditions improve, 


Most, if not all, United States businesses in Pakistan are operating profit- 
ably and a number have plans for expansion, Large scale foreign assistance 
plus subsfantial export earnings provide the basis for a substantial import 
market/which the United States is the largest supplier. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Political Events Affecting the Economy 


The process of restoring normal relations between India and Pakistan con- 
tinued its slow progress when India and Pakistan announced an agreement to 
restore trade between the two countries. Trade will be confined to the 
public sector and payment will be in convertible currencies, Its volume 
will be restricted partly by Pakistan's desire that its economy not become 
dependent upon the larger Indian economy. Nevertheless, substantial freight 
savings and the opportunity to dispose of products which are in international 
surplus are attractive to both countries. Pakistan has already sold India 
200,000 bales of cotton valued at approximately $32 million. Unfortunately, 
discussions concerning overflight permission and the restoration of air 
links have been fruitless; however, representatives of tne two countries are 
expected to meet in New Delhi soon in an effort to resolve the deadlock, 


The assassination of a key Government leader in the Northwest Frontier 
Province caused the Government to ban the principal national opposition 
party which is strongest in that province, These actions plus accusations 
by Government spokesmen that the Government of Afghanistan was at least in- 
directly responsible for the assassination worsened already strained 
relations between the two countries and raised fears that the border between 
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the two countries might be closed, The possibility of a border closure 
now appears less likely but there appears to be little likelihood of a 
restoration in the near future of air links between the two countries, 
Air service between Afghanistan and Pakistan was halted some months ago, 
primarily because of commercial rather than political disputes, 


In February, the United States Government announced the removal, almost 
ten years after it was first imposed, of its ban against the sale of arms 
to India and Pakistan, Th@ removal of the ban should result in a limited 
increase of United States exports to Pakistan, However, it is not the 
USG's intention either to push an arms race or to upset the balance of 
power in the South Asian area, and these criteria, along with Pakistan's 
own economic situation will limit arms sales, 


Foreign Economic Assistance Greatly Benefits Pakistan 


In the past year, oil producing countries have announced aid to Pakistan in 
the form of grants, loans and equity investment, of more than one billion 
dollars. This has been sufficient to more than offset the increased cost 
of oil imports. 


Aid to Pakistan from the members of the Pakistan Consortium, including the 
United States, continues at a high level. 


The United States Agency for International Development (USAID) is actively 
considering three large loans to Pakistan, They would help to finance the 
foreign exchange costs of a fertilizer complex, a malaria control program, 
and a major agricultural program, In addition, USAID will consider add- 
itional financial assistance for the huge irrigation-hydroelectric complex 
now nearing completion at Tarbela, 


USAID is not considering granting any additional general commodity loans 
to Pakistan because of a change in its worldwide directives, In the past 
few years this type of loan, which is primarily designed to provide 
balance of payments support has been the major type of economic assistance 
which USAID has extended to Pakistan, 


In January the United States announced the granting of long term concess- 
ional credit under its PL 480 law to provide Pakistan with approximately 
300,000tons of wheat. This brought the total United States PL 480 assist- 
ance to Pakistan committed in the current fiscal year to approximately 
400,000 tons of wheat valued at $66.8 million. 


In December the Asian Development Bank (ADB) announced a $47 million con- 
cessional loan to finance foreign exchange costs of the Tarbela powerhouse 
to accommodate four additional hydroelectric generating units including 
associated pen stocks, procurement and installation of two operating units. 
This will be the second of three planned stages of Tarbela powerhouse 
development of four generators each, The ADB is considering a number of 
other loans to Pakistan, The two loans, which have been under consider- 
ation for the longest time are a proposed $20 million loan to the Industrial 
Development Bank of Pakistan which will be used for sub loans to small and 
medium industries in the private sector and a loan of an undetermined size 


to help finance the foreign exchange costs of the proposed new port at 
Port Qasim, 
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The International Bank for Reconstruction and Development is considering a 
$60 million loan to finance foreign exchange costs of an expansion of the 
natural gas pipeline system of Sui Northern Gas and the International Devel- 
opment Association (IDA) a member of the World Bank Group is considering a 
$30 million loan to the National Development Finance Corporation which will 
be used for sub loans to industries in the public sector, 


Current Economic Conditions 


Thanks to large scale foreign assistance, Pakistan is weathering the current 
international recession rather well, Partly because of a large net population 
growth rate, per capita GNP in real terms was more or less constant in FY 74 
and will probably remain about the same this fiscal year. In ordinary times, 
failure to grow for two or more years would be cause for serious concern, 
However, compared to the many developed and underdeveloped countries which 
will experience a real decline in their income this year, Pakistan is doing 
relatively well, Furthermore, Pakistan's economy should be in a good 
position to resume growth as international economic conditions improve, 
cotton 
The important/textile industry has been the sector most affected by the 
international recession but the situation within this sector is mixed. Inte- 
grated mills which produce grey or finished cloth and spinning mills which 
produce fine high count yarn report little difficulty in disposing of their 
products. There is, however, only limited demand for the coarse low count 
yarn produced by the majority of mills, About 12 percent of Pakistan's 3,3 
million spindles, for the most part in the oldest and least efficient mills, 
are now out of production, Government moves to assist the industry, such as 
provision of credit by the nationalized banks and purchase of cotton yarn by 
the Government-controlled Trading Corporation of Pakistan, should increase 
the liquidity of the hard pressed spinning plants, but the industry is ex- 
pected to continue in difficulty until the international economic situation 
improves. 


There has been some encouraging news, Recent favorable weather has greatly 
improved prospects for the important wheat crop due to be harvested in May 
and June, However, because of dry weather and shortage of irrigation water 
at the time of planting, the crop will probably be somewhat less than last 
year's record yield officially estimated at 7.5 million tons, 


Repairs to two tunnels at the important Tarbela Dam are proceeding well and 

it appears likely that the irrigation system of Tarbela will begin to function 
this summer, However, it will be several years before the full irrigation 
benefits of Tarbela will be felt and even longer for its hydroelectric com- 
ponent, 


Largely due to an easing of international prices, the rate of inflation has 
slowed from about 25 percent to about 20 percent. Recent Government action 
which increased import taxes on 25 items considered to be luxuries in 
Pakistan was primarily designed to curb consumption and thus provide balance 
of payments relief. However, the increased import taxes together with some 
increased excise taxes announced at the time will reduce somewhat the sub- 
stantial budget deficit though it will still be greater than the previous 
year, 


A few owners of yarn mills are now adding weaving facilities, but overall 
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private domestic investment continues to be still low despite a few bright 
spots such as in hotel construction, On the other hand, prospects for 
foreign investment in both the private and public sectors have greatly in- 
proved, Abu Dhabi is investing in an oil refinery and a fertilizer plant 
and is considering investing in an agricultural complex, [Iran will invest 
in two textile mills and a cement plant and is considering investing in 
additional ones. Saudi Arabia is to provide much of the financing for a 
major fertilizer complex and a polyester plant, Plans for expansion are 
well underway by a number of United States firms already in Pakistan and it 
is likely that an American company not presently in Pakistan will soon 
announce plans for e major investment in a fertilizer complex. 


IMPLICATIONS FOR THE UNITED STATES 


Climate For Foreign Investment 


The failure to include a former Cabinet Minister noted for his extreme 
leftist views in the new Cabinet announced last October gave considerable 
satisfaction to the private business sector despite statements by the 
Prime Minister that this did not represent a policy change, The private 
sector has generally regarded the Cabinet reshuffle as possibly indicative 
of more favorable policies toward the private sector. Key Government leaders 
have met with representatives of the private sector to discuss the problems 
of the latter and the Government has taken steps to give some relief to the 
hard pressed cotton yarn and textile industry. Nevertheless, private dom- 
estic investment remains low, largely because of continued absence of any 
new GOP statement on investment policy for the private sector and continued 
uncertainty regarding the adequacy of compensation for plants which might 
be nationalized in the future. However, some domestic private investors 
are opening a number of small diverse plants, in so-called "non-essential" 
sectors which are least likely to attract Government attention, 


Although it has not actively promoted foreign investment as have some 
countries,the Government has been quite forthcoming in meeting the requests 
of specific investors in sectors which it regards as particularly important, 
As a result, two more United States companies have signed oil concessions 
and a third is expected to soon announce a major investment in a fertilizer 
complex. Each foreign investment application is considered on its own 
merits but thg, ¥eynment has stated that it favors those investments which 
will replace/or increase exports, 


Status of United States Businessmen in Pakistan 


Though individual cases vary widely, most if not all, of the United States 
companies in Pakistan are operating profitably. Some have announced plans 
for expansion and a number of others are reported to he considering such. 
The United States companies with complaints are those in industries which 
the Government controls prices and/or limits expansion, In this connection, 
it is perhaps noteworthy that Exxon Petroleum, which is adversely affected 
by both price controls and expansion limitations, has been negotiating the 
sal: of its petroleum storage, distribution, and retailing system to the 
Government of Pakistan, a fact which recently reached the press. 
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Prospects for United States Exporters 


The best prospects for United States exports to Pakistan continue to be 
agricultural products, particularly wheat, soybean oil, and tallow, Wheat 
imports in FY 1975 will be about 1.5 million tons and may be over two 
million tons in FY 1976 due to increased consumption and if the harvest is 
less than the previous year, Much of the wheat imports will be concessional 
sales or grants, However, a significant portion will be on commercial terms. 


The USAID's change from program to sector or project loans is important for 
many United States exporters, Previously, USAID program loans, which are now 
almost fully utilized, were used to finance a wide variety of imports such as 
tallow, industrial raw materials and machinery. USAID loans which are con- 
templated will finance imports of machinery and equipment for a specific 
fertilizer project, insecticides for a malaria eradication program, and agri- 
cultural inputs such as fertilizers, pesticides, and seeds for an agricultural 
sector loan, Those United States exporters whose sales have been financed by 
USAID program loans must insure that their products are competitive in price 
and quality if they are to retain their market. 


The contemplated IBRD and ADB loans together with assistance from oil pro- 
ducing states mean that untied funds will be available for imports of a wide 
variety of industrial machinery and products, We will report on each project 
as plans become more specific, However, at this stage, there appear to be 
very good opportunities for exports of textile machinery, cement plants, port 
equipment, heavy construction equipment and pipeline and pumping equipment, 


Finally, it should be remembered that Pakistan's foreign exchange earnings 
are considerable (about $1,2 billion in FY 1975) and are largely used to 
finance imports from untied sources, Thus, because of the combination of 
foreign assistance and its own resources, the Pakistan market is sufficiently 
large to be of interest to major United States exporters. 





CALL US 


WE’VE GOT THE ANSWERS 
TO YOUR MARKETING 
QUESTIONS WORLDWIDE 


Commercial and economic information responsible for a country or group of 
on most trading partners of the United countries as listed below. Assistance 
States is available from the Office of or information about marketing in 
International Marketing, U.S. Depart- these countries may be obtained by 
ment of Commerce. dialing these key people directly: 
The Office is organized geographically 202-967 plus the given extension 
with a Country Marketing Manager 


Area Extension Far East 


Australia and New 
Zealand 3646 
East Asia 5401 
Japan 2427 
South Asia 3137 
Southeast Asia 3875 
Europe 


Canada and Benelux Latin America 
countries 3848 Brazil 5427 
France 4504 Caribbean countries, 
Germany and Austria 4414 Venezuela, and 
Italy and Greece 3944 Colombia 2995 
Nordic countries 4601 Mexico, Central 
Spain and Portugal 3957 America and 
Switzerland, Yugo- Panama 5020 
slavia and Turkey 2795 Remainder of South 
United Kingdom 3713 America 2428 


Africa 


Central Africa 3904 
East and South Africa 4927 
West Africa 4388 


Special units within the Department of Commerce have been created to 
deal with the particular marketing situations: 
Commerce Action Group for the Near East 
North Africa 5737 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, 

Qatar, Saudi Arabia, Syria, United Arab 
Emirates, Yemen Arab Republic 


lran, Israel, Egypt 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 








